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Asset Classification Building Blocks Primary Objectives
Government Bonds 1.Government nominal bonds

2. Government inflation linked bonds
• Diversify Growth Assets
• Hedge Liabilities
• Provide Liquidity

Income 3. Investment grade spread sector bonds (corporate 
bonds, mortgages, other asset backed securities), 
securities lending, credit enhancement

• Outperform govt. bonds

Growth 4. Public Equities
5. Private Equity (AIM)
6. Real Estate
7. High Yield Bonds

• Achieve high returns from economic growth, 
subject to prudent risk

Inflation-Linked 8. Infrastructure, forestland,
9. Commodities

• Hedge Inflation Risk
• Hedge Risk of Commodity Price Spikes

Market Neutral 10. Absolute Return: Hedge funds and all strategies with 
low asset class beta 

• Materially outperform cash
• Generate stable returns

Liquidity 11. Short-term high-quality fixed income securities • Provide Liquidity

ALTERNATIVE CLASSIFICATION
(March 2010 Presentation)

Attachment 3



Asset Liability Management Update

9/1/2010

PROPOSED ALTERNATIVE ASSET CLASSIFICATION

Broad Classification Consists of Purpose

Liquidity/Hedge Portfolio
Cash
Nominal Government Bonds

Hedge growth risk, provide 
liquidity

Growth Public Equity
Private Equity

Positive exposure to economic 
growth

Income Global Fixed Income Provide steady income return

Real Real Estate
Infrastructure
Forestland

Provide long horizon income 
return that is less sensitive to 
inflation risk

Inflation Linked Commodities
Inflation Linked Bonds

Public market investments with 
positive inflation exposure
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CalPERS Forecast Funded Ratio 
Market Value of Assets / Actuarial Accrued Liabilities
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6-30-2010 assets = $200B; liabilities = $309B, compound inv. rtn. = 7.75%, std. dev. = 13.1%.

Annual growth rates: contrib. = 5%, benefits = 8.25% in 2013 decreasing 0.25%/yr to 3.25% in 2033;  liability = 6.0% in 2010 
decreasing 0.2%/yr to 3% in 2025    

5th percentile     + 1 Std. Dev. (15.9%)    Expected     - 1 Std. Dev. (84.13%)     95th percentile
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ALM Process and Methodology
Assets Liabilities

Determine Capital Market Assumptions 
(including liability return, standard 
deviation, correlations)

Forecast growth in liability net of 
benefit payments

For each path of simulated returns 
calculate the annual contributions and  
funded ratios [1]

Create efficient portfolios using 
surplus optimization [1]

Create 1,000 future paths of 
simulated annual returns for each 
efficient portfolio [1]

For each efficient portfolio calculate each decision factor value

Determine investment structure [1]

[1]  For both traditional and alternative asset class.

INVO STAFF/
CONSULTANTS

INVO STAFF

INVO STAFF

INVO STAFF

ACTUARIAL
STAFF / EFI

EFI
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2010 Proposed Decision Factors

Decision 
Factor 
Number

Decision 
Factor Decision Factor Measure Objective

Funding Level Related Decision Factors
DF1* Improve Funding The expected funded ratio is to improve 

by x% at the end of 10 years with a 
minimum of y% probability.

Achieve improvement at 
end of 10 years.

DF2* Avoid Low Funding The funded ratio may decrease to x% 
during the next 10 years with a maximum 
of y% probability.

Avoid excessive 
deterioration during next 10 
years.

Cost Related Decision Factors
DF3 Minimize Employer 

Contributions
The average employer contribution is to 
improve (decrease) to x% of payroll at 
the end of 10 years with a minimum of 
y% probability.

Achieve improvement at 
end of 10 years.

DF4 Stabilize Employer 
Contributions

The average employer contribution may 
increase to x% of payroll during the next 
10 years with a maximum of y% 
probability.

Avoid excessive 
deterioration during next 10 
years.

*DF1 and DF2 are based on a pre-specified growth rate in contribution.
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